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PART A: MULTIPLE CHOICE QUESTIONS 


Answer ALL TWENTY (20) questions in PART A. 
Select the choice that is most appropriate and CIRCLE on the MULTIPLE CHOICE 
ANSWER SHEET (on the last page of this exam paper). Answers not shown on 
Multiple Choice Answer Sheet will not be marked. 


Each question carries 2 marks. (20 questions x 2 marks each = 40 marks) 


. The price index that represents a comparison between what it would cost to buy the total 


mix of goods and services within the economy today and in a base year is called the: 
a. wholesale price index. 
b. GNP deflator. 
C. producer price index. 
d. GDP deflator. 


. Increases in the rate of inflation tend to lead to: 


a. greater stability in relative prices. 
b. greater variability in relative prices. 
c. constant relative prices. 

d. an increase in all relative prices. 


. Potential GDP may differ from real GDP for any of the following reasons except: 


a. workers who are not fully employed. 

b. that the economy produces more than can be normally sustained. 
c. inefficiently operated plants and equipment. 

d. that all productive resources are fully employed. 


. AS aconsequence of the role income and substitution effects play in labour supply, the 


labour supply curve is reasonably approximated by drawing it: 
a. vertically. 
b. horizontally. 
c. steeply upward sloping. 
d. slightly upward sloping. 


. Suppose that the aggregate labour supply curve is vertical. If the aggregate labour 


demand curve shifts to the left: 
a. the real wage falls and employment falls. 
b. the real wage falls and employment remains unchanged. 
c. the real wage falls and employment rises. 
d. the real wage rises and employment rises. 


. When labour supply is fixed, aggregate supply: 


a. is invariant to changes in the quantity of labour supplied. 

b. is constrained to the full-employment level of output by the productive capacity of 
the economy. 

c. is determined from the short-run production function as the level of output 
produced by the fixed quantity of labour supplied. 

d. is determined without reference to the short-run production function. 
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7. Inaclosed economy, private savings finance: 
a. investment and the federal budget deficit. 
b. investment, but not the federal budget deficit. 
c. only the federal budget deficit, not investment. 
d. either investment or the federal budget deficit, but not both. 


8. In aclosed economy, an increase in the budget deficit shifts the savings curve, which: 
increases the real interest rate and increases equilibrium investment. 
increases the real interest rate and lowers equilibrium investment. 

reduces equilibrium investment but leaves the real interest rate unchanged . 
reduces the real interest rate and lowers equilibrium investment. 
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9. A balanced budget increase in taxes and expenditures will: 
a. shift the savings curve to the right, increasing the real rate of interest. 
b. shift the savings curve to the right, reducing the real rate of interest. 
c. shift the savings curve to the left, increasing the real rate of interest. 
d. shift the savings curve to the left, reducing the real rate of interest. 


10.Economists, who believe that the intergenerational transfers that occur between current 
and future taxpayers when the government borrows money to finance tax cuts are 
defensible, do so for all but which of the following reasons? 
a. Current taxpayers will save and bequeath part of the tax cut to their children. 
b. Future taxpayers will not have to reduce their consumption due to the bequests 
left by their parents. 
c. Current taxpayers will consume most, if not all, of the tax cut. 
d. All of the above. 


11.In a recession, when there is reduced demand for labour, we often observe: 
a. lower employment and a lower real wage. 
b. lower employment without a reduction in the real wage. 
c. no change in employment or the real wage. 
d. higher employment without an increase in the real wage. 


12.|n order for the real wage to remain constant: 
a. nominal wages must remain unchanged. 
b. the price level must remain unchanged. 
c. both the nominal wage and the price level must remain unchanged. 
d. both the percentage wage and price level changes must be equal. 


13.Higher real interest rates cause several things to happen. Which of those listed below is 
not one of them? 
a. Declining investment profitability. 
b. Reduction of business investment. 
c. Fewer consumer loans. 
d. Less government investment. 


14.Because , the RBA follows a policy rule of 
a. unemployment is procyclical; raising interest rates during a recession 
b. unemployment is procyclical; decreasing interest rates during a recession 
c. of the effect output has on inflation; decreasing interest rates when inflation rises 
d. of the effect output has on inflation; raising interest rates when inflation rises 
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15.In light of the RBA's policy rule, which of the following statements is untrue? 
a. As inflation rises, the real interest rate rises. 
b. As inflation falls, aggregate expenditures and output rise. 
c. As the real interest rate rises, aggregate expenditures fall. 
d. As inflation rises, real interest rates fall and output rises. 


16. The principle behind automatic stabilisers is to: 
a. smooth out consumption and overall expenditures. 
b. allow the wealthy to help out the less fortunate by giving something back. 
c. offset the inequities many experience in economic downturns. 
d. accommodate the inadequacies of discretionary fiscal policy. 


17.In an economy with automatic stabilisers, shifts in aggregate demand will lead to 
changes in inflation and changes in output. 
a. larger; larger 
b. larger; smaller 
c. smaller; smaller 
d. smaller; larger 


18. The full-employment surplus refers to: 
a. those people still seeking work once the economy is fully employed. 
b. the unused unemployment benefits accruing during an expansion. 
c. the excess in tax revenues over government expenditures in a fully employed 
economy. 
d. the goods and services not consumed when the economy operates at full 
employment. 


19.Which of the following would generate an increase in the value of the dollar? 
a. A decrease in the demand for Australian dollars. 
b. A decrease in the supply of Australian dollars. 
c. A decrease in the demand for Australian exports. 
d. A decrease in foreign tourism in Australia. 


20.When a foreigner enters into the market for Australian dollars, which of the following 
would not be a reason for demanding Australian dollars? 
a. To buy Australian goods. 
b. To buy Australian exports. 
c. To make investments in Australia. 
d. To take advantage of lower interest rates in Australia. 
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PART B 


e There are THREE (3) sections to this part. 
e Answer ONE (1) short essay question from each section. 


e Each short essay question carries 20 marks. 


Section A 


21.Use the full-employment model to explain the effects of an increase in the mandatory 
retirement age. In your response, discuss how such a change affects the labour, product 
and capital markets. For ease of exposition, assume that both the labour supply curve 
and the saving function are perfectly inelastic. 


OR 


22.Suppose the Australian government increases government expenditure by an amount of 
$500 million to lessen the impact of an impending recession. However, in order to keep 
its election promise of maintaining a balanced budget, the Australian government also 
cuts $500 million in welfare payments and in-kind transfers. Use income-expenditure 
analysis to explain the effects on the macroeconomy of these changes. 


Section B 


23.Suppose output is initially equal to potential GDP and inflation is equal to 5 per cent. For 
some reason, the RBA now believes that average inflation should be reduced to 2 per 
cent. To achieve this new lower rate of inflation, should the RBA shift its policy rule by 
reducing interest rates at each rate of inflation or by raising rates at each rate of inflation? 
What are the short-run consequences for the output gap of the policy shift that results? 
What are the consequences for the output gap in the long run? 


OR 


24.Assume the Australian economic is operating at the full-employment level of output. 
Suppose an unexpected decline in net exports due to the slow down of the world 
economy causes a downturn in Australia. If fiscal policy is used to boost the economy 
and return it to full employment, what happens to the real interest rate, investment and 
future output? How would the situation differ if monetary policy were used instead? 


Section C 
25.Suppose people expect higher inflation in the future. Use the ADI-SRIA framework to 
show the short-run effects of this change in expectations on unemployment and actual 
inflation? How can monetary policy maintain the economy at full employment? If policy 
succeeds in maintaining full employment, what happens to inflation? 
OR 


26.Compare and contrast the effectiveness of monetary policy under a fixed exchange rate 
regime and a flexible exchange rate regime. 
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Student Name 


Student Number 


ANSWER SHEET FOR PART A 


Please CIRCLE clearly the correct answer. 


Question 1 eAe eBe eCe eDe 
Question 2 eAe eBe eCe eDe 
Question 3 eAe eBe eCe eDe 
Question 4 eAe eBe eCe eDe 
Question 5 eAe eBe eCe eDe 
Question 6 eAe eBe eCe eDe 
Question 7 eAe eBe eCe eDe 
Question 8 eAe eBe eCe eDe 
Question 9 eAe eBe eCe eDe 
Question 10 eAe eBe eCe eDe 
Question 11 eAe eBe eCe eDe 
Question 12 eAe eBe eCe eDe 
Question 13 eAe eBe eCe eDe 
Question 14 eAe eBe eCe eDe 
Question 15 eAe eBe eCe eDe 
Question 16 eAe eBe eCe eDe 
Question 17 eAe eBe eCe eDe 
Question 18 eAe eBe eCe eDe 
Question 19 eAe eBe eCe eDe 
Question 20 eAe eBe eCe eDe 


Please remember - This examination question paper MUST BE HANDED IN. Failure to do so may 
result in the cancellation of all marks for this examination. 
Writing your name and number on the front will help us confirm that your paper has been returned. 
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